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This paper examines the operating performance of Malaysian Initial Public Offerings. Overall, we find 
that the operating performance declines after being listed in stock market. The listing causes a decline in 
profitability, sales growth and efficiency, and shows significant increase for leverage and sales volume. 
We then explore the relationship between IPOs’underpricing and post-issue operating performance and 
find the underpricing is insignificant in explaining the post-issue operating performance.  Using a cross-
sectional analysis, we examine the relation between post-issue performance and the long-run market 
returns of Malaysian IPOs. The results show that investors evaluate the fundamentals of the firms by 
studying the accounting measures when they make their investment decisions. 
Keywords: Initial public offerings, operating performance, underpricing and long-run performance. 
 
1.0 Introduction 
A number of papers have studied the accounting based operating performance of IPO firms, for 
example, (Jain & Kini, 1994), Jain and Kini (1994, 2008), Balabat, Taylor and Walter (2004) and Wang 
(2005). In general, these studies have found that the post-issue operating performance of IPOs firms 
exhibits a significant decline relative to pre-issue levels. 
In Malaysia, majority of the studies on IPOs focus on under-pricing and the short-term and long-term 
performance of IPOs. Malaysian IPO underpricing is much higher compared to other countries, 
especially within the Asian markets (Dawson, 1987; Othman, Ros and Zam, 1999; Shamsher, Anuar and 
Arif, 1994 and Wu, 1993). A study by Dawson (1987) shows that Malaysian IPOs perform well in the 
short-run and even in the long run. 
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The study of IPOs in the Malaysian market is of interest because of its unique characteristics that are 
relatively different compared to other markets. One of the important characteristics of the IPO market 
in Malaysia is the mechanism of pricing of the offer price is regulated by the Securities Commission, 
rather than market driven, as in many other countries. This may be one of the factors that determines 
large underpricing of the Malaysian IPOs (Shamsher et al., 1994). Furthermore, the listing requirements 
of the Bursa Malaysia are quite different from the listing requirements in others countries. For example, 
in order to be listed in the Main Board, firms need to have uninterrupted after-tax profit for 3 to 5 full 
financial years, with an aggregate amount of at least RM30 million. For the Second Board, a minimum 
after-tax profit of RM12 million is needed. 
As of May 2010, the Dow Jones has listed Malaysia as one of the 35 emerging countries. Compared to 
developed markets, emerging markets are relatively isolated from capital markets of other countries 
and have relatively low correlation with developed markets, especially the United States. IPOs in 
Malaysia, for instance, are much smaller compared to those launched in the developed markets. 
Therefore, the study of IPOs in the emerging markets provides significant information particularly on 
IPOs as well as to complement the existing studies on the developed markets (Chaudhuri and Wu, 2003). 
In addition, this study focuses on Malaysian market as Malaysia’s equity market is of importance relative 
to its population size (Leuz et al., 2003). In this regard, IPOs are a significant source of fund for public-
listed firms in Malaysia, with a total of  RM60.5 billion (about US$18.7 billion) raised through IPOs over 
the period of 1970 to 2009 (Bank Negara Malaysia, 2009). The amount represents 41% of all capital 
raised in the Malaysia equity market. Given the huge amount of funds involved, the performance of IPOs 
have a significant impact on the Malaysian equity market. 
Furthermore, for emerging equity markets, the use of accounting data may be a good measure of firm 
performance compared to stock price based measures, which are associated with some degree of 
inefficiency and the stock price do not reflect all available information (Lo and Mac Kinlay, 1988; Wang, 
2005). Therefore, by studying the firm operating performance, it may be able to explain better about 
Malaysian firms’ efficiency in managing their asset to generate higher sales and profits. As discussed 
earlier, the accounting profit track record requirements are different for different categories of 
Malaysian IPO firms. Thus, the study of firm operating performance in Malaysian IPOs is expected to 
provide and complement existing studies from the Malaysian market perspective.     
There are several potential explanations for the deterioration of operating performance, such as the 
window of opportunity for new issues (Loughran and Ritter ,1997), the agency cost of reduced 
managerial ownership (Jensen and Meckling, 1976; Wang, 2005) and window dressing of accounting 
earnings, prior to the issue of new equity, where the firm attempts to signal to potential investors that 
the firm’s operating performance is highly satisfactory performance, when attempting  to influence their 
decision to buy the new equity.  
In this study, using Malaysian IPOs listed from January 1989 to December 2008, we study the pre- and 
post-operating performance of the companies involved. We find that the listing causes a significant 
decline in profitability (proxied by earnings before interest and tax (EBIT) to sales, EBIT to asset and cash 
flow), output (proxied by sales growth) and efficiency (proxied by asset turnover). Following Jain and 
Kini (1994), we compare post-issue operating performance for companies with two different categories 
of underpricing, high and low underpricing (to test the signalling hypothesis). The results show that 
underpricing is insignificant in explaining the post-issue operating performance in most operating 
performance variables (EBITS, EBITTA, AST, CF and SG).  However, leverage is significant in explaining the 
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relationship between underpricing and post-operating performance.  Furthermore, we also examine the 
relationship between post-issue performance and the long-run market returns of Malaysian IPOs. The 
results show that investors do evaluate fundamentals of the firms by studying the accounting measures 
when they make their investment decisions. 
 
  
2.0 Literature Review 
Jain and Kini (2008) examined the impact of strategic investment choices on post issue operating 
performance, in addition to the survival of USA IPOs firms.  The sample in this study comprised of 3837 
US firms, listed from 1980 to 1997. The abnormal operating performance is computed as the difference 
between the issuing firm’s raw operating performance minus the median operating performance of the 
firm’s industry. The results of the study show the extent of diversification of the issuing firm’s products. 
In addition, the extent and intensity of the industry’s adjusted capital expenditure are generally 
positively related to an improvement in the operation of IPOs, during the post-IPOs phase.   
Jain and Kini(1994) also studied the post-issue operating performance of IPOs firms by examining the 
changes in the operating performance of these firms after they become public listed firms. The sample 
of this study consists of 682 firms committed to IPOs from the period of 1976 to 1988. The change in 
operating performance of these firms is measured relative to year -1 (a year prior to IPOs) and again 
three years after the listing. The operating performance is measured by return on asset, cash flow/total 
asset, sales, asset turnover and capital expenditures. The results show that IPO firms exhibit a decline in 
their post-IPO operating performance, relative to the year prior to listing, until five years after the listing   
In another study, Chi and Padgett (2006) also examined the operating performance changes of the 
Chinese IPOs. In order to measure the operating performance, the researchers used profitability ratio 
(earnings per share, return on equity and return on asset), sales growth rates, asset turnover and debt 
to asset ratio. The results show that profitability ratio, sales growth rates and asset turnover decline 
continuously after the listing. Furthermore, debt to asset ratios decreased immediately before 
increasing slowly after the listing, while total sales also increased gradually after the listing.  In addition, 
the study also examined the relationship between the post-issue operating performance and the long-
run market returns of IPOs. The results show that investors do consider accounting information when 
making their investment decisions. In the long run, firms that would end up with higher market returns 
are those with higher return on assets (ROA), higher sales growth rates, higher asset turnover and 
higher debt to asset ratio. 
Ahmad and Lim (2005) examined the operating performance of IPOs in Malaysia by focusing on the 
difference between pre- and post-IPO operating performance. Using 162 samples of Malaysian IPOs 
during 1996 to 2000, a significant difference was found between pre-and post-IPO operating 
performance when operating return on assets (ROA), total assets turnover (ATO) and return on sales 
(ROS) were used to measure operating performance. The study also found that the size of firm and pre-
IPO profitability have a significant relationship with post-IPO operating performance. 
Zaluki (2008) examined the post-operating performance and earnings management on Malaysia IPOs. 
The findings of the study show that post operating performance declined starting from the IPO year up 
to three years following the IPOs.  The results indicate that the decline in post-IPO operating 
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performance is due to the existence of earnings manipulation by the IPO manager at the time of going 
public. The year-to-year analysis reveals that the decline in performance is greatest in the year 
immediately following the IPO. 
There are few explanations as to why the post-operating performance of IPOs firms declines after listing. 
One of the explanations refers to agency costs, when a firm transitions from a private to a public firm 
and there is potential for increased agency costs. Jensen  & Meckling(1976) state that agency problems 
are likely to occur when there is a reduction of management ownership after a firm transformed from a 
private to a listed firm. A second explanation could be that the managers attempt to ‘window dress’ 
their accounting figures, prior to listing. This situation will lead to the pre-IPO performance being 





The sample of this study consists of companies listed on the Main Board and Second Board of Bursa 
Malaysia and the sample period is from 1989 to 2008. The Main Board was established in 1973 and the 
Second Board of Bursa Malaysia was introduced in 1989 and this factor has influenced the sample 
period beginning from 1989.  The sample period is only until 2008 because we access post-IPOs 
performance for a 3- year period.  For the companies whose listing was in 2008, the post-IPO 
performance will be analysed until the year 2011.  Overall, the sample of this study consists of 634 listed 
companies. The financial institution firms are excluded from this study due to its unique characteristics 
and different accounting measures.  New issuing companies are listed in various sectors, namely, trading 
and services; industrial products; construction; property; consumer products; plantations and hotels. 
The data for this study is obtained from the Investor Digest of Bursa Malaysia. The Investor Digest is a 
monthly periodical which provides information about the firms listed in Bursa Malaysia.  Besides the 
number of IPOs, the other information obtained from the Investor Digest are the listing dates, the listing 
day closing prices, IPO offer prices, types of listing board and sectors. Pre-listing accounting information 
and ownerships structure of the firms are obtained from IPOs prospectus.  Post-listing accounting 
information of companies are obtained from Bloomberg database at Bursa Malaysia.  Data for post-IPO 
performance such as monthly closing price, Kuala Lumpur Composite Index and Second Board Index are 
obtained from Datastream. 
3.1 Methodology 
3.1.1 Operating performance measures 
Following Balatbat, Taylor and Walter, (2004), Jain and Kini (1994), Cai and Wei, (1997), Mikkelson et al. 
(1997) and Kim et al. (2004), we employ the following accounting proxies to measure the operating 
performance: i) proxies for profitability: earnings before interest and taxes divided by sales (EBIT/S), 
EBIT to total asset (EBIT/A), Cash Flow(EBIT + depreciation divided by total asset) ii) proxies for output: 
sales  growth (SG, percentage change of total sales in the current year over total sales in previous year) 
iii) proxies for efficiency: asset turnover (AST, total sales divided by total assets) and iv) proxies for 
leverage: (LEV, total debt divided by total assets). 
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There are several potential explanations for the deterioration of operating performance, such as the 
window of opportunity for new issues Loughran& Ritter (1997), the agency cost of reduced managerial 
ownership (Jensen and Meckling, 1976, Wang, 2005) and window dressing of accounting earnings, prior 
to the issue of new equity, where the firm attempts to signal to potential investors that the firm’s 
operating performance is highly satisfactory performance, when attempting  to influence their decision 
to buy the new equity.  
The operating performance is measured by earnings before interest and tax (EBIT) to sales and EBIT to 
total assets. A common measurement in operating performance is the operating profit margin, which 
refers to earnings before interest and tax (EBIT) to sales.  Instead of using the EBIT to sales the majority 
of studies also use EBIT to total assets, such as Balatbat, Taylor, & Walter,(2004), Jain and Kini (2004), 
Cai& Wei,(1997), Mikkelson, et al (1997) and (K. A. Kim, et al., 2004). The operating return on total 
assets provides a measure of the efficiency of asset utilisation, by the firms.  Their study also uses 
operating cash flow as another alternative to measure the operating performance because operating 
cash flows are primary component in net present value calculations to value a firm, Kim, et al (2004). 
Following Kim, et al.(2004), operating cash flow performance is measured by (EBIT + depreciation) 
divided by total assets (CF/TA).  
To study the growth for the firms, sale growth is used. Sales growth is calculated by total sales in the 
current year minus total sales in previous year, divided by total sales in the previous year. Asset turnover 
ratio is used to proxy for the effectiveness of the firm use of resources. Debt ratio is used to measure 
the firm's ability to repay long-term debt.  
This study analyses the changes in operating performance of firms listed for initial public offerings. This 
study analyses the pre- and post-operating performances of newly listed firms in Bursa Malaysia, listed 
from 1989 to 2008. 
To study the change in operating performance over time, this study calculates the median difference 
between the operating performances of each firm during two time points. The first time point is to 
report the median change between the operating performance during the year before the IPO (t= -1) to 
the IPO year (t=0,+1, +2, +3). Second time point is between (t=-2) and (t =0,+1, +2, +3) of the IPO years.
1
 
In addition, this study is also analyses the median of IPO firms operating performance, 3 years pre- (t =-
1, -2, -3) and 3 years post (t =+1, +2, +3) of operating performance.  
The t-test statistic will be used to study the changes of mean, for the operating performance and 
Wilcoxon rank test will be used to study the median changes.  
3.1.2 Level of IPOs underpricing 
The level of underpricing is measured based on market adjusted initial return. The market indices used 
in this study are Kuala Lumpur Composite Index for companies listed in the Main Board and Second 
Board Index for the companies listed in Second Board of Bursa Malaysia. 
Paudyal et al. (1998) indicates that market adjusted return should be used if there is a gap between the 
application closing date and the first day of trading.  Based on Paudyal et al., (1998) and Aggrawal, Leal 
and Hernadez (1993), the following method is used: 
                                                           
1
t= 0 is refers to IPO firms listing year and t=+1, +2, +3 are refer to after IPO firms listing year. 
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For each new issue, initial return (IR) for time period t is calculated as: 
   Rit= [( P1 –P0) / P0] * 100% 
where;  
Rit =  The percentage change of stock i price  between offering price and first day closing price. 
P1=  First day closing price  
P0 =  Offering Price 
 
The Market adjusted initial return (MAIR) is computed as: 
  MAIR =  Rit - Rmt 
  where:  
Rit = The percentage change of stock i price between offering price and first-day closing price. 
Rmt=The percentage change of the market index on IPOs closing date and first-day trading. 
 
(Kuala Lumpur Composite Index is used for companies issued in Main Board and Second Board Index 
for those companies issued in Second Board of Bursa Malaysia). 
3.1.3 The long-run stock returns and regression.  
To measure the market price performance of IPOs, the cumulative market adjusted of long run returns 
are applied. They are calculated for a period of thirty-six months following the first month of trading.  





[Ln(Pi,t /Pi,t-1) – ln (Im,t / Im,t-1) ] 
CMAR represents the cumulative market-adjusted return for stock i over a thirty-six-month period after 
listing and Pi,t and Im,t stand for the closing price of the stock i and the market index in the t month, 
respectively. 
In the regression analysis, we use the three year cumulative market adjusted returns of IPOs as the 
dependent variable. The returns are calculated based on monthly basics for 36 months following the 
first trading month. The using of second month is allows the prices to adjust to market equilibrium. As in 
the first month, normally IPOs exhibit severe initial underpricing.  
The independent variables are the average post-operating performance of IPOs firm based on average 
three years, measures from year 0 to year 2. These variables are EBIT to sales, EBIT to total asset, asset 
turnover, sale growth, cash flow and leverage. Following Chi and Padgett (2006), the empirical model is 
estimated using ordinary least squares and is written as follows: 
CMAR36i= α + β1EBITSi+ β2EBITTAi+ β3SGi+ β4ASTi+ β5LEVi + β6CFi+ µi 
CMAR36i  = Cumulative market adjusted returns for a period 36 months following the first 
trading month. 
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EBIT/S = Earnings before interest and taxes divided by sales 
EBITSTTA = Earnings before interest and taxes divided by total asset 
SG = Total sales in the current year minus total sales in previous year, divided by total   
sales in the previous year 
AST  = Total sales divided by total assets 
LEV  = Total debt divided by total assets 
CF  = (EBIT + depreciation) divided by total asset. 
4.0 Descriptive statistics 
Table 1 
Market adjusted initial returns by different sectors in Bursa Malaysia 
The table reports the descriptive statistic on market adjusted initial returns (underpricing) by different 
business sectors listed in Bursa Malaysia. The results demonstrate that the market adjusted initial 
returns (MAIR) vary from one sector to another. All nine sectors show a positive MAIR, with the 
construction sector reporting the highest return of 112%.  For most of other sectors, MAIR are between 
60 to 75% and the infrastructure project company sector is the lowest of 16.9%. 
Sectors Mean Median S.D Min Max N 
Construction 1.121 0.970 1.019 -0.324 4.000 46 
Consumer 
Product 
0.632 0.310 0.798 -0.191 3.386 110 
Hotel 0.613 0.596 0.260 0.385 0.874 4 
Industrial 
Product 
0.655 0.396 0.755 -0.370 3.989 253 
Infrastructure 
project company 
0.169 0.165 0.305 -0.220 0.682 7 
Plantation 0.670 0.211 0.950 -0.020 3.597 19 
Property 0.759 0.557 0.775 -0.210 3.238 45 
Technology 0.620 0.598 0.436 -0.010 1.329 11 
Trading &  
services 
0.708 0.488 0.826 -0.324 3.941 139 
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The underpricing of IPOs appears to be a universal phenomenon with IPOs in Asian emerging market 
countries whereby the degree of underpricing is much higher than those on the developed markets.
2
 As 
one of the emerging markets, Malaysian IPOs exhibit much higher underpricing level, compared to other 
emerging countries. For example, Loughran et al. (1994) provides a comprehensive analysis of the firms 
going for listing in 25 countries, including several Asian countries.  In the study, the average initial return 
for the countries are Malaysia (80.3%), Korea (78.1%), Thailand (58.1%), Taiwan (45.0%), Singapore 
(27.0%) and Hong Kong (17.6%).  
Based on table 1, the construction sector provides the highest average initial return  stemming from the 
changing demographics in Malaysia such as an annual population growth of about 2.4%
3
and socio-
economic growth which also resulting in the building construction market expansion, as these changing 
demographics increase the demand for new buildings and refurbishment of existing ones. 
4. 1 Median operating performance of IPOs firms 
Table 2 
Median operating performance of IPOs firm 
This table reports the median of operating performance for every firm over a seven-year period. Three 
years before through three years after listing and year zero is consider as listing year for the firm. Year -3 
is represents 3 year of IPOs firm operating performance prior to listing and year 3 is represents 3 year 
after the listing in Bursa Malaysia. Median is used to report the IPOs firm performance because median 
seem to be more resistant to outliers compare to the mean (particularly sensitive to outliers). Sales are 
in Malaysia currency, Ringgit Malaysia (RM’million). 
Four proxies are employed to measure the operating performance changes from pre-listing to post-
listing of Malaysian IPOs (details of these proxies are presented in table 3).  In table 2, IPOs operating 
                                                           
2
Chi and Padgett (2005) report an average underpricing of Chinese IPOs is 129.2% and Dawson (1987) reports the Malaysian IPOs underpricing 
is 166.6%. In comparison underpricing in developed countries such as the US, the UK and Australia ranges from 10 to 15%. See Loughran et al. 
(1994). 
3 Source: Department Statistics of Malaysia: The average annual population growth rate for Malaysia is 2.4% from 1991 to 2010. 
Variable Year -3 Year –2 Year -1 Year 0 Year 1 Year 2 Year 3 
EBIT/S 0.14 0.15 0.16 0.15 0.12 0.10 0.08 
EBIT/TA 0.14 0.13 0.140 0.12 0.10 0.08 0.06 
AST 1.08 1.04 0.96 0.79 0.78 0.72 0.68 
LEV 0.12 0.11 0.18 0.15 0.16 0.21 0.23 
CF 0.17 0.16 0.17 0.15 0.13 0.11 0.09 
SG 0.25 0.22 0.20 0.16 0.14 0.10 0.09 
SALES 45.76 56.54 68.38 81.15 93.88 108.54 111.6 
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performance peaked one year prior to listing and started to deteriorate substantially after the listing 
starting from year one until year three.  This result is in-line with Cai and Wei(1997), Jain and Kini (1994) 
and also Loughran and Ritter(1997).In general, most studies find that the IPOs operating performance 
exhibits a significant decline, compared to the pre-issue level. 
 This result supports the explanation for the deterioration of operating performance, such as the 
window of opportunity for new issues (Loughranand Ritter,(1997), the agency cost of reduced 
managerial ownership (Jensen and Meckling, 1976 and Wang, 2005).  In addition, window dressing of 
accounting earnings is also one of the factors contribute to this situation. The firm attempts to signal to 
potential investors that the firm’s operating performance is highly satisfactory prior to the issue of new 
equity in an attempt to influence their decision to buy the new equity. 
 Based on firms’ sales level, the results show that the median of sales increases steadily from 
three year prior to listing until three year after the listing.  This indicates that sales of firm grow during 
the stipulated period. One possible explanation for this is due to the fact that more capital are raised 
and also the firms tend to be well known in their business when they are in the process of listing and 
also after the listing.  Generally, the increase in sales goes hand-in-hand with the increase in the firm’s 
leverage, especially after the listing.  In fact, it is generally easier for a firm to get financing from financial 
institutions when it is listed in stock market.  Higher leverage is a normal phenomenon in a firm that is 
going through a rapid expansion on their business activities.  
4.2 Testing the Significance of the Operating Performance Median Change after Listing  
Table 3 
Operating Performance Median Change after Listing Year -1 to Year 3 
In this table, Wilcoxon on signed rank tests is use to compare the difference between the median of the  
year -1 and that of each year after listing in order to study the change in the operating performance 
before and after listing and to analyse the continuing trend of the change after listing. The results show 
that listing in stock market causes a significant deterioration in profitability (EBITS and EBITTA), 
efficiency (AST) and cash flow and sales growth for companies. Leverage also show a significant factor 
from year -1 to year 1 after listing, but after that, it demonstrate a significant increase from year 2 to 










(1) Year 0 
is the listing year. 
Changes from year –1 to year 0, 1, 2, 3 
Variables Year –1 to 0 Year –1 to 1 Year –1 to 2 Year –1 to 3 
EBITS -1.765** -11.09** -13.7*** -15.64*** 
EBITTA  -9.36*** -13.41*** -14.82*** -15.59*** 
AST -8.691*** -10.05*** -10.91*** -11.42*** 
LEV -6.42*** -1.97** 2.08*** 4.73*** 
CF -9.130*** -12.68*** -14.19*** -15.08*** 
SG -2.3*** -4.80*** -6.68*** -7.02*** 
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(2) ***Significant at the 1% level; **Significant at the 5% level. 
 
Jain and Kini (1994) argued that a private firm that is undergoing an IPO will experience dilution of the 
original ownership interest. Furthermore, the increased conflicts of interest between managers and 
shareholders after the listing will result in higher agency costs.  Based on table 3, the findings in this 
study show that operating performance significantly declines when firms go public. Kim et al. (2004) 
state that operating performance may decline even more dramatically if the information asymmetric 
environment of an emerging market exacerbates the agency cost. Their sample is based on Thailand IPO 
firms. 
 Table 3 also reports the change in operating performance over time by calculating the median 
difference between the operating performances of each IPO firm during two time points. In detail, this 
paper reports the median change between the operating performance during the year before the IPO 
(t=-1) to the IPO year (t=0), and each of the post three years after the listing (t=+1,+2,+3).  
The results in table 3 shows that the changes of median of all variables as proxies for operating 
performance are significantly different at the 1% level and 5% level.  The results also show that all 
variables except for leverage are negatively significant from post-listing medians and the degree of 
significance increases towards year 3. However, leverage shows a positive significant results 2 years and 
3 years after the listing.  
4.3 Post-issue operating performance of IPO firms split by median underpricing 
Table 4 
Post-issue operating performance of IPO firms split by median underpricing 
The sample of this study is split into two sub-samples by the median underpricing (40.1%). To show the 
post-issue operating performance, the proxies we use here are the average numbers for each measure 
(EBITS, EBITTA, AST, LEV, CF and SG) from the listing year (year 0) to two years after listing (year 2). A 














EBITS 0.12 0.12 1.512 
(0.131) 
EBITTA 0.09 0.09 0.286 
(0.775) 
AST 0.75 0.74 0.985 
(0.325) 
LEV 0.16 0.19 2.091** 
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(0.018) 
CF 0.11 0.12 0.820 
(0.412) 
SG 0.13 0.14 1.26 
(0.207) 
Note: EBITS: EBIT divided by sales; EBITTA: EBIT divided by Total asset; AST: Asset Turnover; Lev: Debt ratio; CF: 
Cash flow and SG: sales growth. 
The sample of this study is split into two sub-samples based on the median underpricing level (40.1%). 
To show the post-issue operating performance, the proxies used here are the average numbers for each 
measure (EBITS, EBITTA, AST, LEV, CF and SG) from the listing year (year 0) to two years after listing 
(year 2).  The comparisons of the median differences of these proxies for the two sub-samples using 
Wilcoxon signed rank test are shown in table 4.  The results show that except for leverage, the medians 
of each measure in these two subgroups are not significantly different from each other, suggesting that 
underpricing has insignificant explanatory power in predicting post-IPO operating performance. 
 
4.4 Long-run market performance and post-issue operating performance of IPOs 
In the regression analysis, this study uses the three-year cumulative market adjusted returns of IPOs as 
the dependent variable. The cumulative market adjusted returns are calculated for a period 36 months 
following the first trading month.
4
The independent variables are the average operating measures from 
year 0 to year 2. The variables are EBIT/TS, sales growth, asset turnover, leverage and cash flow. 
CMAR36i= α + β1 EBIT/S+ β2SG+ β3AST+ β4 LEV + β5CF+ µ i 
 The dependent variable is the three-year cumulative market adjusted returns of  IPOs listed in 
Bursa Malaysia from 1989 to 2008.The independent variables are the average operating measures from 
year 0 to year 2, consist of operating return on sales (EBITS), sales growth (SG), asset turnover (AST), 
leverage (LEV) and cash flow (CF). Variable operating return on asset (EBITTA) has been removed from 
the model due to its high correlation between other variables.  
 
Table 5 
Long-run market performance and post-issue operating performance of IPOs 
This table presents the relationship between long-run market performance and their post-operating 
performance of Malaysian IPOs listed from 1989 until 2008. The dependent variable is three year, 
cumulative market adjusted returns of IPOs and the independent variables are EBIT to sales (EBITS), EBIT 
to total asset (EBITTA), Asset turnover (AST), Leverage (LEV)and Sales Growth (SG). The model is 
                                                           
4
 The using of second month is allows the prices to adjust to market equilibrium. As in the first month, normally 
IPOs exhibit severe initial underpricing. However, we also calculate the CMAR based on 36 months from the 
trading months, and the result show no significant different between them. 
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significant at 1% level and the coefficient of EBITS,AST, LEV, CF and SG are all statistically significant with 
different significant level.  
Variable Coefficient t-statistics p-value 
Intercept -0.46 -3.89 0.000*** 
EBITS 0.37 3.05 0.002*** 
AST 0.09 3.47 0.000*** 
LEV -0.15 -2.54 0.011** 
SG 0.05 1.69 0.092* 
    
R
2
 0.0498   
Adjusted R
2
 0.0433   
F-statistic 7.69   
P-value(statistic) 0.000***   
***Significant at the 1% level; **Significant at the 5% level; *Significant at the 10% level. 
 
This study would like to examine whether investors evaluate fundamental of the firms by studying the 
accounting measures when they make their investment decisions. We use the average of operating 
measures from listing year zero to two years after listing (t= 0,1,2,3) to match with the equal time period 
of three years market adjusted returns.  We expect that the operating performance of IPOs firm can 
reveal in the stock market returns, those firms with better operating performance to have better long-
run market returns. Collins, Maydew and Weiss (1997) suggest that firm earnings and profitability are 
positively related to share prices.  Campbell, Polk and Vuolteenaho,(2010) state that accounting data are 
able to predict market betas. 
 Kim and Sorensen (1986) find that high-growth firms use less debt rather than more debt, high-
operating-risk firms use more debt rather than less debt. Harris and Raviv (1990) state that debt is a 
disciplining device because any default will allow creditors the option to force firm into liquidation. Thus, 
investors are likely to perceive lower value for highly leveraged firms. 
Based on table 5, the results show that the model of cross-sectional relation between IPOs long-run 
market returns and their post-issue operating is significant at 1% level. The coefficients of EBITS, AST, SG 
and LEV are all statistically significant with different significant levels. Our results show that average 
return on EBIT to sales from year 0 to year 2 has a significant positive effect on the three year 
cumulative market adjusted returns of IPOs. This indicates that on average, firms with higher EBIT to 
sales level would have better long-run market performance.   
 For sales growth, the result shows that the coefficient of sales growth rate is statistically 
significant with the expected positive sign.  This indicates that sales growth is one of the important 
variables in determining the share price returns. 
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 Firm efficiency is also one of important indicators in examining firm’s operating performance.  
Proxied by asset turnover, it measures the firm's efficiency in using its assets to generate revenue.  Asset 
turnover is significantly positively related to long-run stock returns at the 1 percent level.  . 
 Leverage for IPO firms in Malaysia is significantly negatively related to long-run stock returns.  
Generally, it can be concluded that Malaysian investors perceive firms with high leverage as firms with 
high operating-risk. This result is in contrast with Jensen (1986) and Chi and Padgett (2006), where the 




This paper examines the pre- and post-issue operating performance of Malaysian IPOs from 1989 to 
2008.  We study the changes of operating performance from three year prior to listing and three year 
after the listing of the firms in Bursa Malaysia. The relationship between the operating performance and 
long-run stock market performance is also examined.  
Four proxies are employed to measure the operating performance changes from pre-listing and post-
listing of Malaysian IPOs (profitability, efficiency, output and leverage). We find IPOs operating 
performance peaked in one year prior to listing and started to deteriorate after the listing from year one 
until year three. This result is parallel with Cai and Wei (1997), Jain and Kini(1994) and also Loughran 
and Ritter (1997).In general, most studies find that the IPOs operating performance exhibits a significant 
decline, compared to the pre-issue level. Kim et al. (2004) suggest that the separation of ownership and 
control and the information asymmetry of IPO firms should lead to reduce operating performance after 
the public offering. Furthermore, the result also supports the explanations of window of opportunity for 
new issues by Loughran and Ritter ((1997) and the agency cost of reduced managerial ownership by 
Jensen and Meckling (1976) and Wang (2005).  
Following Jain and Kini (1994), we analysed post-issue operating performance for firms with two 
different level of underpricing, high and low. The signaling hypothesis states that good firms will 
underprice more because only good firms can absorb from the loss of underpricing. Therefore, we 
indicate that the higher the level of underpricing, the better post-issue operating for the firms. The 
results show that the post-issue operating performance proxied by profitability, output and efficiency is 
not statistically and significantly different among firms with high and lower underpricing. However, 
leverage shows a positively significant result which indicates that underpricing has significant 
explanatory power in predicting the level of debt for the firms.      
We also examine the relation between post-issue performance and the long-run market returns of 
Malaysian IPOs. The results show that investors do evaluate fundamental of the firms by studying the 
accounting measures when they make their investment decisions. 
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